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Ind~endent Auditors' Report 

The Conneaut Telephone Company 
Conneaut, Ohio 

We have audited the accompanying consolidated balan UT 
TELEPHONE COMPANY and its wholly owned subsidiary, as of 
December 31, 2013, and 2012, and the related consolidated statements of income., retained 
earnings, and cash flows and accompanying schedules, for the years then ended. These financial 
statements are the responsibility of the Company's management Our responsibility is to express 
an opinion on these financial statements based on our audit 

We did not audit the financial statements of the-limited partnership, in which 
the Company owns a minority interest. The Company's investment in this partnership was sold 
in 2013 (see Note 8). Olll' opinion, in so far as it relates to amounts included from this 
partnership, is based on appropriate audit procedures we perfonned to satisfy ourselves. 

We conducted our audits in accordance with U.S. generally accepted auditing standa;rds. 
Those standards require that we plan and perform the audit to obtain reasonable assurance about 
whether the financial statements are free of material misstatement. An audit includes examining, 
on a test basis, evidence supporting the amounts· and disclosures in the financial statements. An 
audit also includes assessing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statement presenta$.n. We believe that 
our audits provide a reasonable basis for our opinion. 

In our opinion, the 2013 and 2012 consolidat.ed financial statements, referred to above 
present fairly, in all material respects, the financial position of THE CONNEAUT TELEPHONE . 
COMPANY and its wholly owned subsidiary as ofDeoember 31, 2013 and 2012, and the results 
of their operations and its cash flows for the years then ended in conformity witli U.S. generally 
accepted accounting principles. 

OW' audit was oonductcd for the pmpose of forming an opinion on the basic financial statements 
taken as whole. The supplemental infonnation presented on pages 24 through 33 is presented (or 
purposes of additional analysis and is not a required part of the basic financial statements. Such 
information has been subjected to the procedures applied in the audit of the basic financial 
statemen1s and, in our opinion'. is fairly stated in all material respects in relation to 1he basic 
financial statements taken as whole. · 

July2~2014 
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REDACTED - FOR PUBLIC INSPECTION 

BALANQ6 .S.HEETS 

THE CONNEAUT TEl.EPHONE COMPANY 
and WhoUy Owned Subsidiary 

Current A..<>Sets: 
Cashon Hand 
Cashin Bank 

Subtotal 

Accounts Receivable - Telecommunications 

ASSETS 

(Less allo"111mce o~a~ 
Accounts Receivable - Other 
Materials and Supplies Inventory 
Prepaid Expenses 
Prepaid Federal Income Tax (Note 7C) 
Unamortrzed Re.financing Cost (Note 2B} 

Total Current Assets 

Non-Current Assets: 
Deferred Tax Regulatory Assets (Notes 2A and 7A 1) 
Unamortized Ret1nandng Cost (Note 213) 

Total Non~Currcnt Assets 

Other Assets: 
Investment in 
Investment · 

Total Othet· Assets 

Plant. PropertY..and Equipment: 
Plant in Service (Note 4) 

Note 3B + 8) 
(Note 13) 

t.ess: Accumulated Depreciation and Amortization 
Net Plant in Service 

Add; Plant Under Construc-tion 
Non-Operating Plant 

2013 

Net Plant, Property & Equipment --
TOTAL 

The accompanying notes are an integral part of these financial statements. 
2 

2012 

$ 
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REDACTED - FOR PUBLIC INSPECTION 

1lMll..IJIJ~ AND STOCKHOLDERS' EQUITY 

Current Liabilities: 
Current Portion - Long Tenn Debt --(Note 13) 

- Capital Equipment Leases (Note I 4) 
Accounts Payable 
Advance Billings and Payments 
Accrued Taxes - Other 
Ac.crned Pension Contribution 
Accrued Dividends on PrefeITCd Stock (Note 9) 
Other Accrued Expenses 

Total Current Liabilities 

LoUK '(ru:m_Debt (Note 13) 
- Capital Equipment Leases (Note 14) 

Total Long Tenn Debt 

Qth.e.r Liabilities and Deterred Credits: 
Unfunded Ae<;rued Pension Cost (Note 5) 
Unfunded Accrued Other Postt'etiremcnt Bcneiits (Note 6) 
Deterred Tax Liability (Note 7A 2a) 
Deferred Tax Regulatory Liability (Note 7A 2b) 
Defelred Tax Regulatory Adjustment Accounl (Note 7 A 2c) 

Total Other Liabilities and Deferred Credits 

Total Liabilities 

Stockbolders' Equity: 
Preferred Stock-AuthoriJl'..ed Shares @ .. Par Value; 

Jssued and Outstaridin, hares ~Par Value 
Common Stock-Authorize Shares @• Par Value; 

Issued and Outstanding. Shares @mlStated Value 
Less -- Shares Treasury Stock al Cost 

Common Stock: Outstanding - Shares ) 
Additional Paid-In-Capital {on Conunon Stock) 
Retained Earnings (Page 4) 
Accumulated Other Comprehensive Income (Note 5) 

Total Stockholders1 Equity 

TOTAL 

2 

2013 2012 

----
-----

---



REDACTED - FOR PUBLIC INSPECTION 

STATEMENTS OPlNCQM~ 

THE CONNEAUT TELEPHONE COMPANY 
and Wholly Owned Subsidiary 

Years Ended December 31. 2013 and 2012 

OpSi:rating Revenues (Page 31) 
Local Network. Services Revenue 
Networlc Access Services Revenue 
l..ong Distance Network Services Revenue 
Miscellaneous Revenue 
Less • Unrollcctible Revenues 

Total Operating Revenues - Regulated 

Operating Expenses (Pages 32 and 33) 
Plant Specific Operations 
Plant Nonspecific Operations 
Customer Operations 
Corporate Operations 
Depreciation and Amortization 

Total Operating Expenses - Regulated 

Operating Ta.'<es 
Federal Income Tax - Current Expense (Credit) (Note 7 B) 

- Deferred Expense (Note 1 B} 
Other Operating Taxes (Note 17) 

Total OpeL-atiog Taxes - Regulated 

2013 2012 
Increase 

(Decrease) 

Operating Loss Before Interest - Regulated 

Less - Jnterest Expense on Long Term Debt 

Operating .LQss - Jlcgulated 

---
0th.er Income <Expense}· Net (Page 33) 

(Page25) 
Net Loss - (Page 27) 
Other Income & (Expenses) - Deregulated (Page 28) 

Total Nonregulat.ed Net Income 

Loss before Extaordinacy fncome 

ExtraordinarY Ingome (Note 8) 
Gain 011 Sale of Parlnership Interest 

NET INCOME CLOSS) 

----------------------------

The accompanying notes are an integral part of these financial statements. 
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REDACTED - FOR PUBLIC INSPECTION 

SIATEMENTS OF RETAINED EARNINGS 

THE CONNEAUT TELEPHONE COMPANY 
and V.'holly Owned Subsidiary 

Y~ Ende4 December 31. 2013 and 2012 

2013 2012 

BALANCE AT BEGINNING OF YEAR 

Add: Net Income (Loss) for the Period (Page 3) 

$- $
-----

Subtotal ---
Less: Dividends on Preferred Stock (Note 9) - -

Dividends on Common Stock ------
Total Dividends -----

BAJ.,ANCE AT END OF YEAR - CONSOLIDATED 

• .. 

BOOK VALUE PER SHARE (NOTE 10) 

EARNINGS {LOSS) PFR SHARE (NOTE I 1) 
a) Before Extraordinary Income $ $ 

$ b) After Extraordinary Income $ 

The a~ompanying notes are an integral part of these financial statements. 
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REDACTED - FOR PUBLIC INSPECTION 

STA TEMENI.S.,QF CASH FLOWS 

'11-IE CONNEAUT TELEPHONE COMPANY 
and Wholly Owned Subsidiary 

Years E;nded D~cember 31. 2013 and 2012 

CASH FLOWS FROM OPER!\ T1NG ACTIVITIES: 
Cash Received from Customers, etc. 
Jnterest, Dividends and Capital Gains - net 
Interest Paid 
Cash Paid to Suppliers, Employees and Relative Expenses 
Taxes Paid 

Net C'.ash Provided by Operating Activities 

CASH FLOWS FROM INVESTING ACTIVITIES: 
Acquisition of Fixed Assets 
Acquisition of Plant Under Constrnction 
Distributions from Partnerships - 
Gross Proceeds Prom- Sale 
Net Increase from~ificate 

Net Cash Provided (Used) by Investing Activities 

CASH FLOWS FROM F~ANCING ACTlVlTJES: 
Proceeds from~ Lease Financing 
Proceeds fro~Refinanced Loan 
Payoff of tbrme~erm Loan 
Prittcipal Payments --Term Loans 

-- Line of Credit 
- Capito] Leases 

Payoff of Vehicles before Sale & Leaseback 
Net Cash Used by Financing Activities 

NET INCR~ASJLIN CASH ANO CASH EQUIVALENTS 

Cash and Cash Equivalents at Beginning of Y car 

CASH AND CASH EQUIV ALEN~_AT END OF YEAR 

The accompanying notes are an integral part of these financial statements. 
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REDACTED - FOR PUBLIC INSPECTION 

STATEMENTS OF:, CASH FLOWS (Cont'd) 

THE CONNEAUT TELEPHONE COMPANY 
. and Wholly Owned Subsidiary 

Years 13ng~d Q~ember 31, 20l3 and 2012 

RECONCILlA TION OF ~pT INCOME TO NET CASH 
PROVIDED BY OPERATINP ACTJVlTIES: 

Net Income (Loss) (Page 3) 
Adjustments to Reconcile Net lncome and Net Cash 

Provided by Operating Activities: 
Depreciation and Amortization 
Non-Cash - Partnership (lnC()~ 
Extraordinary Gain on Sale o~re Taxes 
Net Fedetal lnc<>me Tax Expensed Non~Cash 
Non-Cash - Loss on Vehicle Sale/leaseback 
Decrease in Receivables 
(Cncrease) in Prepaid Federal Income Tax 
(Increase) Decrease in Prepaid Items 
Amortization of Refinancing Costs~ote 
Decrease in Materials & Supplies Inventory 
Increase (Decrease) in Accounts Payable 
Increase (Decrease) in Advance Billings 
Increase in Accrued Taxes 
Increase in Accrued Dividends Payable 
Increase in Accrued Pension Contribution 
lncl'ease (Decrease) in Other Accrued Expenses 
Pension Expense (Credit) - Nol\ Cash 
Jncrease in Accrued Retirement Health Benefits-Non Cash 
Other Po~t Retirement Benefit Payments Made 
Increase (Decrease) Other Comprehensive Income 
Other Non-Cash Adjustments 

Total Adjustments 

TOTA!,, CASH PROVIDED BY OPERATING ACT1'£1TlBS 

111e accompanying notes are an integral part of these financial statements. 
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REDACTED - FOR PUBLIC INSPECTION 

NOTES TO FJNANCIAL SIAIEMIDSTS 

The Conneaut Telephone Company 

December 31. 20 J 3 

1. SJJ.MMARY_QE..S_IQNIFICAN'f ACCOUNTING POLICIES 

This summary of sjgnificant accounting policies is presented to assist the reader in 
understanding and evaluating th. e consolidated financial statements of~ 
The Conneaut Telephone Company, and its wbolly-ovmed subsidiary.-

General Policy- The Telephone Company is primarily a regulated public utility, and 
follows the accounting for regulated enterprises prescribed by Statement of Financial 
Accounting Standards No. 71 "Accounting for the Effects of Certain Types of Regulations." 
This accounting rec-0gnizes the economic effects of rate regulations by recording costs and a 
relum on investment as such amounts are recovered through rates authorized by regulatory 
authorities. 

a wholly-owned subsidiary that began operations in July, 2001, 
services in the same basic at'ea of the telephone c-0mpany. -

was organized to maintain separate operations from the state regulated telephone 
utility company. All significant intcrcompany accounts and profit have been eliminated in 
these oonsolidated financial statements. 

Revenues are recognized when earned. In telephone operations, this is genernlly based on 
usage of the Company's local ex.change networks or facilities or under revenue sharing 
arrangements with other telecommunications carriers. For- services and other 
products or services, revenue is recognized when products are delivered or services are 
rendered to customers. 

Non-regulated income includes (page 24) 
( ge 27) an.d Other Income and Expenses - Deregula , sue as 

(page 28). The Company carries its assets and liabilities on the 
historical oost. basis and follows the accrual basis of accounting. The Company,s poJicy is 
to hold marketable securities to maturity. 

lnventories are staled at lower of cost or mm·kel Cost is determined by the average cost 
method on a first-in, tirst·out basis. 

Both the telephone and lants arc carried at cost in continuing mass asset 
accounts, which includes expenditures for new faciHti~ and major renewals and 
bettennents. Maintenance, repaits, and minor renewals ate charged lo expense as incurred. 
When assets are retired, or otherwise disposed ot: the depreciation reserve is charged with 
the full cost or other basis ofthe asset, and credited with the salvage value and/or proceeds. 

The accompanying notes are an integral part of these financial statements. 
7 
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REDACTED - FOR PUBLIC INSPECTION 

liQJES~ TO FINANCIAL STATEMENTS 

The Conneaut Telephone Company 

D~ccmber 31. 20 J 3 

1. .SUM~Y OF SIGNIFICANT ACCOUNTING POLICIES (Cont'd) 

For the Telephone Company~ depreciation is based on the estimated useful lives computed for 
financial reporting on the straigbt~line method. For each mass asset account, the average of the 
beginning and encling monthly balances is computed and the applicable depreciation rate is 
applied. 

Thus, depreciation is calculated on a monthly bac;is. For income tax purposes, the Company 
adheres to the normalization rule in applying :>1raight-1ine and accelerated rates. 

- calculates its depreciation on the accelerated method for tax ·purposes. 
~g purposes, depreciation is based on the estimated useful Jives~ which is 
longer than for tax purposes. 

In line with the continuing mass asset accounts, additions to and retirements from are made as 
they occur. Individual assets in oontinujng account muy be fully depreciated; yet the account 
will continue to be a Jive account against which depreciation reserve is less than the cost or 
other basis (adjusted for salvage) of all the assets in the account 

For the purpose of the statements of cash flows .• the Company considers all highly liquid debt 
instruments purchased with a maturity of three months or less to be cash equiv-alen.ts. 

The Company provides telecommunication, and services. The 
Company commenced business in 1897 and is located at 224 State Street in Conneaut, Ohio. 

2. NON-CURRENT ASS.EIS 

A. QEFERREQ TAX 
Non..current assets consist of a deferred tax regulatory asset. In accordance with the 
adoption provisions ofF.C.C. Docket #89~360, effective February 8, 1994, the Company 
recognized a deferred tax regulatory asset in implementing FASB ASC 740 (formerly 
#109): '1Accounting for Income Taxes." This account acts in conjunction with liability 
accounts ~ferred Tax Regulatory Liabilitt' and 'Tuferred Tax Regulatory Adjustment 
Account', to maintain the revenue neutral standard of the order. The balance as of 
December31, 2013 is- and in 201~respectively. 

B. UNAMORTIZED BEFit{AN.QIJi~Qfil 
The Company refinanced its long term loan wi see Note 13) in June 2012. The 
fixed interest rate conversion cost amounted t and is being amortized over the 
neV\.r loan's- Hfe. At December 31. 2013, the current unamortized portion \lt'8S 

- and the long term portion wa~ 

The accompanying notes are an integral part of these financial statements. 
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REDACTED - FOR PUBLJC INSPECTION 

NOTES TO FIN,.ANCIAL STATEMENTS 

The Conneaut Telephone Company 

pecelJll?cr 31, 2013 
3. OTHER ASSETS 

A. INTAN 

However, for Income Tax Purposes., amortization is ov~years, a~ mon~ pet· IRS 
Section 197. 

B. lNVES HIP 

The Company held ~ercent ownershi 
was formed on December 6, 1989. The remaining percent. of was owned 
~ly by The Partnership was formed for the pur~roviding 
--service within the geographic service area. The Partncrship's~ystem has 
been operating since September J 0, 1991 , 

;\ras acquired b 
ownership i 

in Januarv, 2009. In A ril 20 1 0,-comp~s sale of 
who then sold the~o -

- then purchased the Company's- interest in 2013. See Note 8, Extraordinary Income. 

Accordingly, 2013 is the last year the Company will have income from this partnership. 

The Company had accounted for the investment under the equity method, which records the originaJ 
investment at co..<st and is adjusted periodically to recognize the C.Ompany's share of earnings and 
distributions after the date of acquisition. The equity balance at December 31, 2012 was 

The accompanying notes are an integral pa11 of these financial statements. 
9 



REDACTED - FOR PUBLIC INSPECTION 

NOTES TO FINANCIAL STATEMENTS 

The Conneaut Telephone Company 

December 3 L 2013 

4. TELEPHONE PLl\.lff. PROPERTY AND EQUIPMENT 

'fhi~hone (primarily regulated) plant in serv1c~(non-l'egulatcd)> 
and- non-regulated), property, plant and equipment at cost. as follows: 

TEL~PHONE PLANT JN SERVJ~E 
Lund 
Buildings 
Digital Electronic Switching 
(includes Capitol Lease equipment) 

Station Apparatus 
Poles. Cables and Wire 
Other E.quipinent, el~. 
Gener.if Purpose Computers 
Furniture & Office F.quipmenl 

Total Telephone Plsot ln Service 

~ERVlCE 
~ulated) 
---Swil'Ching Equipment 

- C'.omputcrs 
- Furniture and Equipment 

Tota- Plant ht 
Service (non regulated) 

Total Cost Basis Telephone Company 

PLANT lN SE VlCE. 
& Building 

Switching Equjpment 
Computers 
Customer Premise Equipment 
Total~st Basis 

TOTAL COS.) B.Afil.S. 

Less: Accumulated Depreciation 

~any 
~ompany 

Total 

NET PLANT. PBQPf;RT"( & EOUlPMENT 

- -- -

- -
- -

~any's total de~1 ex.P.ense for the current year amounted to 
__._..amounted to--and~mounted to-

Th.e accompanying notes are an integral part of these financial statements. 
10 



5. PENSJQN PLAN 

REDACTED - FOR PUBLIC INSPECTION 

~S TO ~ANC!6.L STATEMENTS 

The Conneaut Telephone Company 

December 31, 2013 

The Company has a defined benefit pension plan covering all of its employe~s. The benefits 
are based on years of service and the employee•s final average month1y pay, which is the 
monthly average of an employee7

S earnings during the- onsecutive yea.rs withln the last 
. years of empJoyme.ntt which produce the highest average. The Company's funding 
policy is to contribute annually an amount that, based on actuarial assumptions> is greater 
than the minimum required contribution. to meet the minimum funding standards of ERISA, 
but less than the maxjmum amount that can be deducted for federal inoome tax purposes. 
However, the Company has temporarily frozen pension plan benefit accruals for n.ewly 
hired and existing. employees. The funds are invested in various (a) common stocks; (b) 
fixed income securities; and: (c) convertible securities. 

During the year 2006, the Company began reporting its pension liability under the new 
F ASB No. l 58 rules. Under these new rules, the Funded Status is reported using only the 
fair value of plan assets compared to the projected benefit obligation. In .£ti.or years; tbe net 
unrecognized transition obligation from 1990 was being amortized over9'efU'S, and Vtas 
also included in the funded status calculation. Under the new rules, the lmrecogniz.ed 
transition obligation is adde<i to the pension liability account as of December 31, 2004, with 
a. charge to retained earnings, net of deferred tax. Furthermore, previously uruecognized 
actuarial gains and losses are rtow rec."Qgnized in a new liability account in stockholders 
equity called Accumulated Other Comprehensive Income. 

The following tables set forth the plan's funded status and amounts recognized in the 
Company•s balance sheets at December 31, 2013 and 2012. 

Actuarial pre~-ent value of benefit obJigations 
Accumulated Benefit Obligati~i.ng vested 

benefits o~and__.. 

Projected benefit obligation for service 
rendered to date 

Plan assets at fair value, primarily listed 
stocks and securities 
1,Jnfundeg Accrued Pension Cost 

$ $-
$ $-

The Segmented Interest Rates were used in determining the actuarial present value of the 
projected benefit obligation. 

Under the Pension Proteetion Act of 2006, new rules for detennining fonding requirements 
were first used in Year 2008. 

The accompanying notes are an integral part of these financial statements. 
1 l 



REDACTED - FOR PUBLIC INSPECTION 

NOTES TO FINANClAL STATEMEN1"S 

The Conneaut Telephone Company 

December 31. 20\). 
5. PENSION PLAN CCont'd) 

An alternat1ve amortization approach was used to amortize the unrecognized net obligations> i e, 
a straight-line amortization over the average remaining service period of employees expected to 
receive benefits under the plan. 

Projected Benefit Obligation: Reconciliatio11 
Beginning Balance 

Service Cost 
Interest Cost 
Actuarial (Gains) and Losses 
Benefits Paid and Expenses 

Ending Balance 

fair Y~lue Plan Assc~; Reco11ciliation 
Beginning Balance 

Actual Rctum on Plan Assets 
Employer Contributions 
&nefics Paid 
Actuarial Adjustment 

Ending Balance 

Unfunded Accrued Pension 

Net pension cost for 2013 and 2012 included the 
t'hllowing components: 
Interest cost on projected benefit obligation 
Actual return on plan assets 
Net (gain) loss 

Net Periodic Pension Cost (Credit) 

ACCUMULATED OTHER CQMPREHENSJVE INCOME 

2013 2012 

An analysis of Accumulated Other Comprehensive Income under FASB 158 follows: 

Net Unrecognized Actuarial Gains and losses at 12131104 
Less Deferred Income Tax-

Reclassified as Other Comprehensive Income 1/1/05 
Net Gains and (Losses) from 2005 to 2012 
Year 2013 {Loss) 

Balance December 31, 2013 

The accompanying notes are an integral pait of these financial statements. 
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REDACTED - FOR PUBLIC INSPECTION 

NOTES TO FINANCIAL ST AIEMENIS 

The c;onneaut Telephone Company 

D~nber 31, 2013 

6. POSTRETIREMENT HEALTH CARE BENEP1TS 

In addition to providing pension benefits, the Company provides certain health care benefits 
for retired employeesJ specifically the payment of health care insurance premiums. All of 
the Company's employees may become eligible for these benefits ifth~reach normal 
retirement age while working for the Company. For early retirees agc9nd over, the 
Company pays the Medicare supplement rate, with the retirees paying the balan~. The plan 
is neither funded nor docs it hold any assets. The premiums are paid from. cash flows 
provided by operating activities. There are no non-benefit liabilities or significant matters 
affecting the c-0mparability of infom1ation for the periods pr~sented. 

The Company has adopted and implemented the pi:ovisions of F ASB #158 in Year 2006. 
Under these new rules. the Funded Status is reported using only the Accumulated Benefit 
Obligation compared to the fair value of plan assets. 

Effective ~l. 2008 the Company was able to reduce its monthly hospitalization 
premium ~participant. Since 1993 the Postretirement Health Care Benefit 
Obligatio..!!.!Q?EB) Ji~bility had_ been calculated ~~monthly premium., p~us an 
assumed ~nual increase. fhe actual rate ot~is much lower than the prior 
assumptions and dr-amaticaHy reduced the 2008 and thereafter calculations of the OPEB 
Jiabi~ The Current obligation caJculation also ossumes an annual increase otmrathcr 
than-

The following tables set forth the plan's ftmded status and amounts recognized in the 
Company's balance sheets at December 31, 20 t 3 and 2012. 

Retirees 
Other active plan participants 

Accumulaied Benefit Obligation 

Accumulated Benefit Obligation 
Plan assets at fair market value 

Unfunded Accrued Other 
Postrctirement Benefits 

~-
$ 

~-

The accompanying notes are an integral pa1t of these financial statements. 
t3 



REDACTED - FOR PUBLIC INSPECTION 

NQTES TO FINANCIAL S~ATEMENTS 

The Com1eaut Telephone Company 

December 31. 2013 

6. POSTREIIREMENT HEALTH Cl)B,E BENEFITS (Cont' d) 

Net Postretirement Benefit Cost for 2013 and 2012 included the fo1lowing components: 

Service cost-benefits earned during Year 
Interest cost on accumulated benefit obligation 
Net Periodic Postretirement Benefit Cost 

Accrued Benefit Cost at beginning of Year 

Net Periodic Postretiremenl Benefit Cost 
Contribution (payments made) 
Adjusunent for Employee Resignations 

,Upfunded Accrued Postrctirement Benefit 
Cost. End of fur - Funded Status 

---
The weighted average discount rate used in determining the present value of the 
accumulated benefit' obligation nnd the health care cost trend rate (cum.mt and prospective) 
weremlan- percent, respectively. 

Increasing the weighted average health care cost trend rate. tcmlwoold increase both 
the accumulated post.retirement benefit obligation as of December 31, 2013 and 2012 and 
the aggregate of the sen•icc and interest cost components of nel periodic postretiremcnt 
benefit cost .for the years then ended as follows: · 

If Costs In~ 

Accumulated Benefit Obligation increases by 

Poslretirement Benefit Cost increases by 

~ 

-
SS-

Decreasing the wei.ghled average health care cost tren~t~ould decrease both 
categories as follows: 

If Costs Decrsase to. 

Accumulated Benefit Obligation decroo.ses by 

Postretirement Benefit Cost. decreases by 
-
~~ 

The accompanying notes are an integral part of these financial statements. 
14 



REDACTED - FOR PUBLIC INSPECTION 

NOTES TO FINANCIAL STATEMENTS. 

The Conneaut Telephone Company 

Qecembcr 3 l, 2013 

7. INCOME TAXES 6ND DEFERRED TAXES 

The Company uses different n1etbods to account for Depreciation Expense, Postretimmeot 
Benefits. Pension Costs, and other items for financial reporting purposes than it does for 
income tax purposes. Tbe differences between these two reporting methods result in future 
tax consequences which are provided form Deferred Tax.es on the Balance Sheet, in the 
financial statements. 

h1 accordance with the pt'ovisions ofFASB ASC 740 (formerly #109), the foJlowing are 
presented in their required detail: 

A. C.-Omponents of Deferred Tax Assets and Deferred Tax Liabilities 
B. Components of Tax Expense for financial reporting purposes 
C. Reconciliation of expected and actual Ta.~ Expense 

A. 1. ComQgnents of Deforred Tax A~~ets: 

Deforre<l tax regulatory asset FCC mandated 
~ FASB ASC 740 of ~ 

- Investment 
Capital Lease 
Regulatory Asset 

TotaJ Deferred Tax. Regulatory Asset 

2. Components ofDeferr~ Tax Liability; 
a) Non-current Deferred Tax Liabilities -

~mtmicatiom; Plant - net diff. 
- nvestment 
Amorti1..alion of Intangible 
OPEB (FASB #158) 
Pension Costs (FASS #158) 
Unamortized Lease 
Net Operating Loss Cal'ryover 

Tax Rate 
ConsoJidated Total Non-current 

Deferred Tax Liabilitjes 

Tbe accompanying notes are an integral part of these financial statements. 
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REDACTED - FOR PUBLIC INSPECTION 

NOTESJO fJNANCIAL STATEMENTS 

The Conneaut Telephone Company 

I?.c~mber 31, 2013 

7. INCOME TAXES AND DEFERRED TAXES (Cont'd) 

A. 2. b) Deferred Tax Regulatory Liabilit}: 
FCC mandated gross up of~ 

Transition Adj. to FASB ASC 740 
OPEB costs {F ASB # 158) 
Pension cost (FASB # l 58) 
Amorti7..ation of Intangible 
Regulatory liabiHty 

2013 

Tota] Defe1reg T~ I\£guJator~· 
Linbility $-

c) Deferred Tax Regulatory Adjustment Account 

Deferred taxes and gross up -
Transition Adj. to FASB ASC 740 
-nvestlnent 
Amortization of Intangible 
Pension cost(FASB #158) 
OPEB (FASB #158) 
Unrunortlz.ed Capital Leuse 
Regulatory Asset and Liability 

Total Deterred Tax Regulatory 
AQj ustment .A.™11.! 

B. Comnoncnts of Tax Expense fur Financial 
Repor~in& Purpos~: 

$-
2013 

Provision for Current Tax (Credit) $ 
Provision for Deferred Income Tax (Credit) 
Total lncorne Tax Expense (Credit) for 

Financial Rworting $ -

The accompan}ing notes are an integral part of these financial statements. 
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REDACTED - FOR PUBLIC INSPECTION 

NOTES TO FINANCIAL STATEMENTS 

The Conneaut Telephone Company 

December 31 . 2013 

7. lliCQ.11E TAXES AND DEFERRED TAXES (Coned) 
B. (Cont'd) 

The foregoing Federal Income Tax Expense (Credit) is reported tn these financial statements 
as follows- 2013 2012 

Federal Income Tax ·- Current -
Re ulated Operations 

Income 
Operations -. 

Extraordinary Income 
Total Current Tax Expense (Credit) 

Deferred Taxes-
Re ed Operations 

Operations 
Income 

~ 
Extraordinary Income 

Total Deferred Tax Expense (Credit) 

Net Ta~ Ex~n~ {Credit) 

C. Recoqciliation of Expected and Actual Tax expense: 
Year201 3 

Pre-lax accounting book income and expected 
tax at statntory tale 

Book vs. tax timing dtfferences - net 

Total Taxable Income 
Income Tax Expensc
Alternative Minimum Tax 
Provision for Deforred Tax Expense 

Net Tax Expense for Financial Reportipg in 2013 

$- s-
Taxable Income 

$--
During the year the Company paid in eslimated Income Taxes o~ The actual tax 
amounted to- leayjng prepaid taxes o~ 

The accompanying notes are an integral part of these financial statements. 
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REDACTED - FOR PUBLIC INSPECTION 

NOTES TO FJNj\NCIAL STATEMENTS 

The Conneaut Telephone Company 

P£CemQ.s.:r 3L.201 l 

7. lNCQ,ME TAXES AND DEFERRED TAXES (Cont'd} 

C. (Cont'd): . 
The total N.O.L. ~orYv-ard is- at December 31, 2013 and the related tax benefit 
js~h.e N.O.L. carryforward begins expiring in Year 2024. 

Year20}2 
Pre-tax accounting Book income and expected 

tax at statutory rate 
Book vs. tax timing ditlerences - net 

Taxable 
(Loss) 

$ 

Total Taxable Income (Loss) $ -
Income Tax Expense 
Provision for Deferred Tax Expense 

$ 

Net Tax (Credit) for Financial Reporting in 2012 $ - -

8. EXTRAORDINARY fNCOME 

The Company experienced Extraordinary Income in 2013 from the sale of a partnership interest. 

The Company finalized the sale of it ... interest in 
November 22, 2013 to -

- bnd recently acquired the other 
(Note 38) in February 2013, and want 

interest fro 
ownership. 

Partners~ip on 

After hiring a consultant and months of negotiatin& a sales price ot- was agreed 
to and the sale finalized on November 22 ~ 2013 . 

Accordingly, the Company realized Extraordinary Income in 2013 as foJlows: 

Sales Price 
Less Commission on Sale 

Less Cost Basis oflnvestrnent 
Gain on Sale 

Federal Income Tax Expense 
Deterred Tax Credit 

Less Net Tax Expense 

NET GAlN ON SALE OF PARTNE,B,SHIP 

The accompanying notes are an integraJ part of these financial statements. 
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REDACTED - FOR PUBLIC INSPECTION 

NOTES TO FINANCIAL STATEMENTS 

The Conneaut Telephone Company 

December 31. 2013 

9. :QIYIDENDS ON PREFERRED S_TOCK. 

10. BQOK VALUE 
Book value per share is based upo~sharcs outstanding for 2013 and for 2012, and is 
calculated as follows: 

Stockbol-ity - Preferred Stock Outstanding 
.ommon Shares = 

Boqk Yolue P~r Sb@re $- $-
11. fu.\!llil1'1.QS (LOSS) PER SHARE 

Earnings per share is based upo.-averagt: shares outstanding for 2013 and for 2012, 
and is ca1culated \Ising the foJlo,iving formula: 

Net Income (Loss) - Pref erred Dividends 
Average Common Shares = EPS 

Loss) before Extraordin 
Preferred Dividen 

2013 2012 

Average Common Shares "" 
Earning§ (Loss) per Share before Extrilordinan: Income $-- $ -

Loss) after ExtraordinaIY. Income 
Prefened Divjdend 

. verage Common Shares ""' 
~gs (Loss) ner Sbare after Ex.tm2rdinary Income 

The accompanying notes are an jntegral pan of these financial statements. 
J9 



REDACTED - FOR PUBLIC INSPECTION 

NOTES TO FINANCIAL STATEMENTS 

The Conneaut Telephone Company 

December 31. 2013 
12. OPERATING LEASES 

B. The Company also has a small operating lease for land for its 

C. 1n 2012 the Company converted its varim.lc; ca ital leases and vehicle loans into one 
master operating lease wilh ln 2013 some vehicles 
were traded in and some were added. There are current] under lease wjth 
- nonths remaining. 

Th.e following is a schedule by years of future mjnimum rental payments, required 
under operating leases that have initial or remaining non-cancclablc lease terms as of 
December 31, 2013: 

Year - 2014 
-2015 
-2016 
-Thereafter 

To1al Minimwn J.'uturc Lease Payments 

13. NOTEPAYABLE ·----ONGIBRM LOAN 

~ear long tenn loan agreement with th 
- beg.an on July 18, 2000, and was scheduled to expire in 2015. 

In June 2012> the Company t-efinanced this loan along with its- line of credit into 
enn loan '"i~ The new loan reduced the interest rate from

and increased lhe principal payments into .-amortization which wr
substantially reduce the monthly payment and significantly reduce future interest expense. 

As of December 31, 2013 the loan balance i~of which- s classified 
as long tenn debt and is shown as current Jiabilit . The amount of loan principal 
paid in 2013 am t (of which was required in connection with 
the sale of the partnership), and of principal was paid in 2012. 

The accompanying notes are an integral part of these financial statements. 
20 



REDACTED - FOR PUBLIC INSPECTION 

NOTES TO FINANCIAL STATEMENTS 

The Conneaut Telephone Company 

December 31, 20 l 3 

13. NOTE PAYABLE ·- - LONG TERM LOAN (Cont'd) 

AsofDecember3J, 2012 the loan balance was-ofwhic~was 
classified as long tenn debt and ~s current. 

The total interest paid on this note \\<11 

prepayment interest penalty) an 
for2013 (ofwhic~representeda 

for the year 2012, all of which was expensed. 

The future principal payments of long~term debt (not including interest) as of December 31 , 
201.2 are as follows: 

Year: 2014 
2015 
2016 
2017 
2018 
2019 
TOTAL 

f the total loan b~ used to purchase ~ 
which is amortized aru1Ually to maintain~ 

to-outstanding lo~n balance. The amortized amounts are paid in cash to the 
Company. The Company r~eived-cash payments o~for the year 2013. 
However, for 2012 no cash payment was received because the new 2012 loan agreement 
re.quired a- abatement period. 

14. CAPITAL EQUIPMENT LEASES 

~13 the Co. mpany has acquired various machinery and equipment that totaled 
..__These -~urchascs were financed with .. capital leases having t~ng 
from. months to. months. The current portion oflhese capital leases i~and 
the long term amount i~ 

15. LAWSUITS AND CONTINGENCIES 

Management and legal counsel have informed us that they are not aware of any material 
litigation or contingencies. 

16. ADVERTISING 

The Compa1~es advertising costs as incurred. Advertising expense amounted to 
- and ..... for the years 2013 and 2012~ respectively. 

The accompanying notes are an integraJ part of these financial statements. 
21 


